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I Introducticn

Deficit on Marchandise Trade and Currant Accoaunt wes gng

af tho realitlss of tha Jumaigan sconomy slnco the 128fits, mng the

beginning =f 2 diumel sp2 in the natiazp's balsnce ef paymentas ﬂtsttad 4

.
81978 With kpe axespilign of 1574, Lharh pesen o tosnuard trand 1n§ %E
et expitsl Inflaws 2nd nnt foeslon rassrves, Tha situstion dotarie - -

+ - s
oratct sftar 1975 as nat cepital inflows wears uneble te of set Currant 15
Tk

Account daficit. The conseguence wzs that nec foreion res&rves werg -

hegativz. That trend gercisted leng cncugh to Justify the c:nc‘U“lunr
that & fumdamontal dlssquilibrium in the Ealancs of Fayments axistad
&mzang tha policles snactad in the 1970':c to curroct the extes

balante ware o serioz of tsshange rate odjusimentz, cansistd

d2valuing the Jamaizap dollsr vis a vas the US doellar by
wbeut 13.5 percent fn Janvary 1378 and & 27 percont in
Fizv 1578, The problem in the cxtaznal sector iz eritical for the
Jsmuloen sconomy.  Availability of Torelgn peserver i: spycisl
zeanumic divelopment bscouze of ths high !mpart ssntent of the
productive capzcity: fus), raw msterlals, chemigal:, transport 2

congtructicn matsrfals, etc., havo .to bz inportad,

The purpose of this paper i: to dev:lap a medal whieh will i?ﬁ
Inzble U tu acnalvie thu ismpact of doveluaklan {axchange ruts) an the Ti-

demond for Jamalez's inboztc and exportr. In Zecilon IY ws prazent 3

;.:i-‘.-:w.-x?_ﬁu.-'t. Neow .i-

genaral ovsrvlew of tho sconomic problems dn thoe 1970': und the dirfarmﬁ
&

pelicicos vhich wore enacisd and which smphasised exchupge rats adjusid®fiy

Section IIX dnals with s briaf discusslon mn thy diffarant app:ggches‘ﬁ‘

- Ths o

study and anzlysis of devalvatien. In Swetlon IV the medel ls prasanted.
L
Saction ¥ presents and analveas the rasults end Section VI concludos

with an evaluation of our rs:ults end the policy implicaticns.

1x pvgrvlew of thr Economy in tha 1370':z

Throughout the 1970's the performance of the sconomy deterieorated
rapfdly. Az Indlcatad In Table 1, frem 1362 to 1972, the delficitis on
Yizible Trade =z2nd Current fccaunt incrzazsd from $128.5 amil. to 5189;1 mil.
and from §107 mil. tc 4157.6 mil., rospechivaole.

Howovrr, frem 19485 ts

1971y not capital flows wapa able to off:gt Current Zecount daflcoid,

fgeglaning 1572, thore was a dovnwerd irend ln net capital flous and net

faveign rasnruas) Within 3 yeer (fram 1571 to 1572) Not Capital flows
puctseerd fzan $1E042 mily b5 $117 mily while net fovelan resarvesr dpcrspzol
feam §192,2 pil, to $88.7 mld), Yo porract the external balancs, a 15.5%
develysiicn {which resultad in a drop in prive of the Jamalsan dolls

from U5$7.20 te UE$!.10) was Zmpleocnted in Janvary 1373,

Econsmie wonditions did not dmprova after 1973 2y dxficit en
merchandisc trade and current scoount continued and nat capitzl movemants

It must be notod that et

and net foreign reserves deciinsed rapidly.

that time, fectors octernsl ta ths etonomy such as world wide inflation,
ricing fuel prics, uncertainty in the Intsrnaticnal capitbal nmarkets,

could havs contributsd ts such poor perfcrmance, By 1975, It waz acknow-

lwodgad that the sconomy was facod with p funsamentsl diseguilibriuvm in

its Belunze of Paywonts position, and certain pelicdss wors faplemcnted

- 265 =~




Teble 13

T e S W e ¥ e— " . = - ——— - — T m— —" arp—
N -

Table ©: ECxchanoa Rsta Adiustmants
Datn Adtuctment %, chanze Cehments

Visible Currant &cct.  det Caplisl

Year Trade Bzlznes Balenca Flcus

1969 -12B,5 -10Z,0 107.,7
1970 ~1E2,.1 ~127.2 134.1
1971 -175.8 —142,3 160.2
13tz e EER -1587,.6 117.0
1373 -249,3 =154.3 124,7
1974 -186,3 -151.8 221.1
1978 —247.,3 —241.5 192.0
1975 _=254.8 -275.2 4I,3
1877 —25,2 —-61.5 51.7
1978 ~187.8 -73.5 )
1872 ~452,7 ~1d4z,.8 ~1J.4
198D =371,3 ~204.2 171.0
Sourese) (1) Visiblo Trads Belanze and Mat Pasorves, Statistical 3%

Digset (Sank of Jamalce)

Current Acct. Bolsnce and He: Lapital Flouws
and Social Surusy {Hational Planning Ajancy)

Razl COP (15TE = 10G)
Statictizs (I.M.F.)

Internatlonal Finhaneial

Economil .
——————:

Dez. 1971

Jan, 7378

May 1978

Jups 15878

I}y 1@

Alguat 278

J$1.00 = Us$1,.30

J$1.00 = Ugst.10

Bazir: J§1.00=Us%7.10
Spoci:zl: 351.D0=UsS50.30

Basic: J3§1.00=Us%1.10
Epanial: J%1.00=U250.78

Bacles J§1.00=U580.35
Spocial; J81.00=US5G,.75

Barfe: 381,00=U5E0,84%

Sgrocdals 351,00=U550.245
3$1UDU = UE’U;ESS
3?1.00 - US’D,S:&

341,00 = Us$O,E17

dosigned Yc corruct the
irbzlanes in tha axtern:
gectar

sdoptlen of dual exchang
rata syztam

Mingr adiustmant in
special rats

Dayzlyszticn of bekh
ratac

Unifteation ot wpeslal
and bezic rutps

Crawllng rsgular
ad juntments

Crsulling ragular
Adjuctmante

Crawling rogulsr
adjustments

Source: Econcniz end Sasial Surver of Jamalzsz, 1978 [Tatls E€.7)




during tha yeer. Aamohg then wers:

(&) dirmct contrsl over imports;

{11) tightar zontrol over transacticrs which necessitatay Br
the use of foreign 2xchange; ,

{1ii) direct meazures to stimulateo ecparts, and
- 1
{iv) peaczures to contrel the grouth In factor prices.
The Tirzt two policies wsre zlso very iwportant in thz Anti-Inflatig,

s L
Pacl:ags which wor implementsd later in the ysar.

i i i + 1
Intcrnatienal retzssion and world wide inflation also

i i T ¥ i £ -.
heavy toll oo the cconeny; beginning 1576, the ccenomy erperienced %F

negative growth ratez as r23l GOF bogan o derline, mainly breoause of

{i} cantinuation of import ceiling, and

i xehange rat: system .o
iiy in april, the adopiticn of e dua} gre B R
(24 where cariain conmoditiss warz imported at tha pasicos
(or original rsts J51.00 = US$1.10) and cthers at'? L
zpecial-rete egquivalynt to a 37.5 parcent g=valuation.TX
{J§1.00 = UssD.e0).

Adjustmant in the ezcremy vas poor and in 1598 2 progrinae

with the INF assiztanes bac implumentad. JTts mein goils wers to peduc

conzumpiion, contain inports wsnd to stimulats eyports, To uchinyg the

goals, besldes cpstrictive monotary and finpal moBoUrne, axchanga paty

adjustmant vas n wejor pollcy dnstrumsnt, p Havalustian of kath the

Basir rutp (by 13,6%) ang the Spaclial rata (py 5,15} wae inatiiutuq in

-Jdanuary 1978; five monihs latar both rates ware Unifiad 2t 5 patp of

© 381,00 = pegg, 54c reflacting a devaulusticn of th besic rate by 32,1%

snd the spscial rata by 12,2 percent, a “erawling pag® ragime witn

nenthly devalustiaaa Eotuean {1 snd 1,2 parcant then hecaue sffectiye,

III Acbroichoe to ths snalenis of devaluation

L — 1
Thrae bread analvtical approaches to the =nalysis or devaluatior
can be ::nsldur&d.3 Thay ara:
1« the Elzsticity spprozch;

2. ths Absorotion approach:

<+ thy Menstary appreach,”

Ths elastlzity approach amphasisas the importanes of the
elasticity of damsnd far thy devaluing tountry': a-<copks and Inports,
4 davaluation i3 axpactad to increasa ths pricae cf importatles
{danoninated in 1scal currency) amd lowsr ths prise of evportanlas
{denominatsd in foralan curremey) znd tharoby inducas shifts in pro—
duction and cunsumption sa bhat the velume of sxpurts increasps and
the volugna of import: decroasea. 4 devaluation will &s zonsldarad

svccessful i€ the volumn affgotks (highor exports and lousr lwcarta)

f
|
I




offzot the price effoects (increase in tha price of impartablec

Tolegy

to theo prlca of exportables), in othar words, cxpart ravenuas {g Irasis
. . t:

than ewpanditurse en imports. According to the farshall-Larnoy cbﬂdlh
e

8 devaluation will improvs the trade eccount if the value of the SUﬂgf

the damand zlagtlcities for sxports and imports ercaeds uaity.?

In tho 1940's there was muth scegtinizn nmeny acnﬁﬁmlst: Cvér_

the empirical measurement of demand plasticitiac. Tha reazon Jasg Hmi

several ztudies Indicatad low damand glastizitjes, cloz: ta unity

lesc. Thoss findings contributed to the elssticit. oescimism sehag)®

of thought which doubtzd the effectivencss of davaluation az a pn’xny

'-t
instrument for improving axternal balante. Hovever, f{n the 15800s ahﬂ_
L)

LI

19EDQ's, mlasticd

Y pessimiza was replaced by elaztizity optimizn as

i
sconomists acknouladged kist pravious nsthads of eztimating glastic citie
contained statistical oias which underes:~m=tud ths true clagticitie f‘

S

Subsequant ressarch on developed countries Indicatad that cla ti”itll

are high onouph tc make devalustion effective,

Ths rzluctance to use this approash in ampirizal worck {on

Tow

dEualnhing countriesj lies in the fact that d¢ata ang appropriata ptf'

indices ers inadnguste or unavellsbls ta mstimate the elaztieitia: for

lsst tracabls goods,

Gy

Proponnnts of the Abserptian appreuczh arguad that the slastici

approach cnly focused on the inpnet of devaluation on the Trads Eulﬂ":"

-~

whornaz a cueesssful devaluation or improvesent ln the Trade Sulance ”"

crogsas national incoms. Thus they intagrated the imcact af the nx-ﬂrm

e -
B . . S -

sector on daticnal Income. An inersass in natlpnal inceme Usumlly
causes deonziis expancdituras (domastie ebaorption} to incresss. pefipips
Balanca of Faymente ac the differancs batwaam kobal sutsut and daonestic
eboorption thay contend that for dsvalustion to be ecuczcesful tha
pelicy preapription yaquiras aWtpus te be sspanded ond domsstis sbrarp-

Fian dx;raascd,

Tha mecnstery approath viaws the Balanca gr Pavamunis problam ay
purely a menetary phenomsnon, and is thus tritissl of thp two provicus

appraaches for neplecting tho monetary poncsauspces of davaluation,
-
malnly the impzact of dovaluation on capital movunents. Fropenent: contz

that tne demand &nd sugply of monay ers the main facbors khx5h Aalarning

o

a country's sxternal balanze, and alao thazt the supply and démand far

financiszl aszsets and price expactationz have stronger Influence on fered
exchange movemsnts bthan merchandisa trade flows. They viee the sconom
fram an intagrat;va porspective in that the nmarket for qoeotds and zervles
ds Intrinmsieczlly linked vith the market far meney and aszetr;  therefors
any analvils af a markat in iselation will be micleading, Dew tic
aceording te this eppreoach, is ineffective. In the words of Laffer and
files, "from ths global ponetuarist perspective devaluation cayss
inflation uithcut any corrsspuanding bunafits".& To reifterzta, tha woneta:
approach iz primarily intarestwd in the changaw In the oxzoz: dewmand

for mone« in the acsncm; that will afract tha intlecws of mimav  lnto the

countyy from ubroad.
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=xports and Inports. PBpaldes real Income end prics, us imclude ichy;

rate oz an independent varisble also te astertain the rcepunaiuun9=:¥ g

the volume of ovports und imports. The eschangs ratc as one of thy

Heterminants of trads tilses has been usad in empirieal studie; by

and ﬂralnin,g and YWilcon and Taka:s.1u

Since import tontrol and forelan exchange regulation:

inportant aspects of trade policy during this perizd, me inelude E;:
————

reserve: ag an indap:snd:znt variable also. kzcording to Laamnr and Ste

"the lovel of foreign axchange roscrves may be rnlevant =
in particular %o lezs developed countriss wherz ths TEgar
p:s}ii:n can bo tonziderzd Indicative of tho shrusturs: o
contrel affgeting imports. That ls, Leports may respond i
these tounkriss more $o toreign archange availability thand
tha level of rsal incomen. ' i

Uz specify the Zmport demand modsl as:

u

Ea. 1 Q fixr, ER, Pm, FER)

I
whera 9, = Volumn index of rach tategory of imports
Yr = Rsal income (Cu® deflated by C.P.I.)
ERq = Ex;hange rateg (price of a unit of foreign Current ;

Prn = the import price inder in domestlc currency fol

such tcutagery of imoorkts daflatnd by tha C,P.I-50H
=
T

]

FER = Grog: formign resarves.

Expressod in doubls ley form.

Ea, 2 in n, =8+ Bin ¥Yr & c InER + d In #m 4+ o inffRr 3 U

b»0, cL0, 420, e>q

The equation ls sstimatad for the Following categorise of imports
{1} All cotogeziazy {2) consumer Uurablesy (2) Censumar None
Aurakles) (4) Rz patariale (fusl, chonicels, manufeciurad geogay
athur}y (E) Capifel Gazds {Trsnspart end pguipment, canatfantlnn

nntorials, machinary snd squipment), Eilnce tha functlon ia exgrosasd
)

in doubls log form, the estimated ecarficient ia thz clazticity. The

impert prlca indices are deflatsd betsuee of the azsunption of the

shsance of ™moncy 1llysisa®. Tho deflstur used is the.C.F.I., sines
M '}

1t iz the only ona =vailable. Yo ackncwlszdge the blusas iﬁharané in:

the C.P.I. 2z the deilator.

For sxports, <o estimate suparcte fupetions for szach of the
m2ip commodity Ltems to the three major imperting countries,1i.:

bauuxtite, sugar, und alumina tec the U.S5.4, and the U.X. and aluminz to

Canada. This study should also fneclude an analvyeiz of nzn-traditionzl

A 1

exports bacause the awpori-lcod ctrategy of 1575 and the gpeeial-rate

of exchange ware implsmented mainly o affeck non—traditlomal ovports.

At tha time of thiz study, sdequate data on nen-tradition:l exporte

worc Uneviilable.

The export funciion iz expressad:

En.2 o = r{yr, Px, ER:)

vhoro Q‘ = valune of expports

- 377 .
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¥Yr = reel lncowe of the importing country

Px = the prire index of the expart commodity
pxpressed in foralgn currency.

ERX = fora‘;n grchangz {the unit price of the 2t
in the respsctivo ;mpovt-ng country's curr.ncv)

Expressed in double log form:

Eg. 4 | Inox =2+ blin¥Yr+clinpPx s d1lnERY +1

k»0, c<08, d<0.

‘-"'r" *
Emphacic will be placed en ERX to analyse the -esponclvenass cf nxpnrtx‘g

to exchapnge retes.

This study shauld =lec includa ths impact of dsualuation e
gervioas (Tranzfor, Tourism, Trenspartetion) rathar than on nurchandx-
treds slpna sinzo sarvices transsctlane ara alac influsncsd Dy u?”llu'

ztion. The unavsllability of appropziats dsta old not nake this fﬁfgg

The saurces of dato aras

1) Indicas of Exteznal Trads. 1969-78, Dept. of 5

2} Econgmic Soelal Survey: Jamzica, “atiansl Planning A99D

fon

3) Internaticnal Finanzial Statistizs - IAF

Tha data used for the estimstion covsrsd thu perlod 1968-7Fu. Sinee®
thon. obsesyetions ere ralatively toe short for a time series Jndlfsfﬁ
tha reculis muct be taken with a slioht degres of caytion. Ac 8000 X

as more rocan: data ara availablo, thes modol will bwe ro—gstimatad.

- 774 -
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N FESULTS

Tha rezul¥z of tha impart demand eaguation are preswented con
Tablz 3. Tha tast for thu signifizane: of the t values is at laazt
tht B0 percant contfidenca level. For total inperts and its four major
categoricz [Conhsumer Hon-Durables, Consuiter Durablss, Raw melerials and

Capitzl Gocods) the model performs well; although the walues of RE ar

Q

ﬁot large (ranging from E51.Z5% to 79.8%), the F valves 2rz zl1 cigniticant
alsa the Standard Error of the eauation (which measures the zloseness

of the fitked values to the zciual values of the depend:znt variable) has
the docirzblo property of being zmall in all Zn:ztances. In the cassz
vhere the coefficient for Torzlaon res:trve is net significant, it has not
bgen reported; lnztezd it hes baen caitled from the zgquatiun chich g r;-
gebimated. Slnea the zampla zize i relatively zmill, wi wizh to meaimis

the Senrzes of fr=edon.

For totzl imports only, rail inccae and pricze azz significant iy

svplaining the behavicur of fmperts; both variebles show elastlcitlac: af

rear unity {real income w= 0.32 and pricc = -0.5I), ch suogaest: that
total imparts are not viry rucponzive to changes Im rsal Incoae and
grlcas, At the dicagpragatsd lsvol, the results for tha four categoriaa
af loparis zhaow thst the gxchanoa rats s elgn¥ficant only in deteraln-
ing tho valuma of Asu neteriale; the alastleity iu law (-0.31) and

algnificant at 609 canfldencs level. Tor tho cther thrae cakszorlae,

forsian resarvea 1z tho sipnificant varisblay ulth elacticliias af
0.25 (Cansumer Hon-Durakles), 0.49 (Tonsumar Durablas) and 0.41

{Capitul Coods), nll slgniflicant st the 30X lwval aleo. fiacl Lnzome end

-




- Reol Erchange z
Raul | Exchange Farelzn faitencrioe Coostant Trcoms Price Qb2 £ r are
Cansizrt Incone Price Rate Resarve: =
1.10 B.82 D.53 0.C6 Bausite 2.55 0.27 -0.21 ‘-n.:z‘a Ba.D 3.PE++* D0
. Od —l.3 . .a5 2.1 ‘_1.1._-“'
{1,78)%  [+2,26)=+ (0,25) (0.45) ( )
Iuaar 125.2 ~20.0 1.85  —E.87 15,0 D0.5%9  1.3¢
che - 43° oo f-1,18)°
T a8 ~0y32 0,26 Dyké 0,28 (1.21) to.ez3" A ’ .
{wn, b2} {G,a%) {1,36) (2,600 Alumine  —33.s 5.83 —0.1a -1.3% 33,5 1.76° 0.IZ
(1.91)%  (=0.22) (~1.23)°
n.8= Q.52 4,41 D.26 0.4% 78
t0.58). =108} (0.28) o33 Sugar $.02 ' ~0.0s “0.47  =0,12 82,1 1E.Ees 0,07
(i1e o E7 .70 0.0 0.31 . {-0,0%) {~3,35)er{=0,59)
lels o~iow *U s N -] = )
(=083} (9.03) (-1.72)¢ Bauxita 18,88 ~31,28 -0, 08 ] E5,E  4;Tatr 0,1%
2.58 ~0.37 0.z7 ~g.Z1 2 {-0,07) {~0.10)  {~0.¥0)
{=1.08%) (i,53) {~1.GE) Aluming 17.09 ~3.08 5.9 -0.75 23,7 1.03 0,3¢
g 1.04
ple Z.31 0,31 —0.13 ~0.03 12.1 . {-0.%58) {0.27} (=1,08)
{-~0.58) [-0.3Z {~p.,22)
cumed Alumint. 22,13 “l.8 -0.51 ruw.gg 28,6 10 0.3
S s | . P - s
1.2 ~1.0¢ 0.76 0,24 0.1g 0.3 11,75+ (~0.84) L
{~3 13)we  (G.aD)ue 11.04) {1,823~
1.€ 0.I% ~0.45 -0.87 2.2 0.8l .
(0.5%) (~1.12) T2y ) 2t pereent levzl of significonce
R o LT 10 perocent lrvel of ripniflzuncs
sads 118 -D.e:z 0,35 —0.31 9.4l 77.1  4.23%e 0,07 denctse 25 percent lecel of significancs
{-b.56) {g.zs [w8.521  {2.e3)== L
aes
ant 2,31 —0.78 ~0.07 ~0.35 0,52 Fa.l
[~1.10) (-0.17) (=F.51) (2,11 )==
uetion
els 1,23 Q.:% «,8E =0,z 0.34 ge.2
{@.77) {(=1,18) [-0.50} (2.51)%s
wary . -
4,93 -2.2% J1.81 -0,32 0.54 eg .1
(=2.31)*+ (1.%a3}« {—0.93) (Z.03)*>
.__/
D pereznt level of significance L
O perecent locvel of significsnce _1
(B percent levzl of sionificance -:h
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pricas did not have wony signlficant impact on any of these c“tagn_'

-

in somp cases the cosfficiants hava the "opposite" sign. We Touly

The results for the four component:s of Raw materials {Fup

"2‘._

rate iz significent in the sazez of Fusl and Dther, cur model does

perform well {R™ are low and Insignlficsnt), Dur modal alzo falils ﬁr'

evplaining the behaviour of Chemizcclsz. For Menufackture
eschangs rato was nct zignitieznt but foreigh recervas wers fin .

-

R™ = 80,3 and highlv sionificant).

wyntametie pattarn,  The modal le signivicant in 811 thraes psass, uzihiﬁ
RE ranging from 62, 8% (Conotruction matarials) tg 85,12 {Machinary tn
Eguipmant). Foroign ressrups elans 12 elpnificent ulth the elestlci?f‘
legs than ano and significant et 20 percant confidencs. Tho cnaffaﬁlié

=

for the exchaphe rete have tha Mcorract® sign but arn all ins~gn1fs="

whils tha roal incomn and the prica slaaticitise zre Lnzigniflsant.

Ths rasulta of tha demend fcr nxports are prusented en Tﬁbl'W’

Here uwe ostimate the demund for tha maln uxport items by ths thres
importing countriss. Our medel dos: not perform vory satis facturil

kel "
cartain cases Tho values of R™ though low, ars significant only ir §-

four of the swvan caces. They ara beuxiis end alumins to the U.z,1,
and suger and beuxits to tha U.K,3 houdaver, in tho caszo of beusite

o ths Uy, the aafficlonts ars not signifizant = an indicztion

af nulhi:ulllnaarity.1:
for the fhrao sipnificant cmaag, the sxchonae rets ia

significent only at an wnucusl 25 pasreant lavel in sxglalning the
damand for bauxity and alum:nz by the U.S.A., the elasticiiles being
=5.22 and -1.38 respectivaly, Brles is significant in tho case: of
Gxports uf sugar and bau.ity to the U.¥., while Snceme iz sianltigznt
in the expords of alunin: to the U.S.A. The a:port of svgar to the
U.S.A. Lz indlcated by a nwgative incums olazbtiexbyy thes could be
gvplalned in )

thi rapid dounwsrd trzng in the wolum: of fUFLr &-partas

to the U.S.A. duoring the period.

w

pozzible reazun for the msdel to be unsatlsfactsry in
spme cases is that gquuntitie: and prices of sume of those cepard
ibtome, namgly sunar snd bapsna arz detarmined malnly by Imternabiona)
agrsemsnt; a5 such it is pozsiblo th:t some variablz: in pur mod:l

beceme incignificant.

Yy present a sumaary ol the wmeln aspects of our rssults:

{@) The prizs elasticitie: of the dumand lor (rmports
and for axpords &re less than ono and incignaficant

in most casas.

{b) The fncom¢ slazticitiay of the demand for imports
und far saports ars insigniflcunt and Ln mcst caves

hevo the "wrong® aigr.
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{¢) Foreign Ressrves is significant in sxplaining the dapq,
for Consumer Durxablas, Capital Gowds 2nd Tonsumer Hunh_;’
Durables with the plasticitiss of 0.42, O.41 2nd 0,25,

rezpzctively., Hote that the vsluss are lezs than opa,

{4] TForelgn oxchange affacts significantly our desand for

Raw Materlals with an elasticitv of —0.31; end the i
demand by the U.3.a. for bauxits znd alumine wlth Elag-

ticitlez ~0.22 and =1.3§ respactively. -
Hote the inolasticity of ths forelgn evchenge Cuﬁrflcignt

*Fannuﬂm

v SUmMAaRyY AND CORCLUSIOY

nuring tho 1§70%s, & astizs oF exchange rats sdjustmants
{deyplusticn) waro {pplamentad to correst She esternal tmbalanco
tha Jamsican Gc;nnmy. Thia paper enalyssa tho affgcts of devaluetl
pa patlnate import and sxpard damand funttions wlkh thn suchange rat
g one of the depondent variables to pxzmime the responsivaneszs of »hﬂ*s

galumez of impartz and exports.

gur re:sulits raeveal that the gxchange ratz
in sspleining the velume ol raw matgrizle imporiwd,
far lnzz thzn one, =0.21 (whizh mears every 1% incraasze in tha pr:c
foreign currency {US§) will cause the volumr ot impords to droo by
The valuz of rav matarlal; ag 2 pwrcentags of total importz wver

=.E millich in 1972, <94 94.0 miliion in
prriod waz 43% er $265.5 millicn in 1¥72, <43% or $404.0

2% or §577.1 milliaon in 1678.

On ths a:port sida, the foralgn mxchange is signiflczant &n
detarmining the volunme of bauxita end alunini exportsd to the U.3.4.
with slasticities af —0.22 und ~1,32 raspactivoly {whizh translutes
to mean that e pertentzge drop In tha price of the 2% zbrosd causes
the demand for gauxltc to Increase by only 0.22% and alumina by 1,335,
The valua of thc sxport: of bauxite and aluminz as e psreentaga of
total pxports was 43% in 1976 {or 1;0 B millian}, 2B% Lp 1975 {or

§212.2 million) and 45% in 1277 {or §276.2 millicn).

- ! |
Considering the low valus of the forelgn exchange elastielty --
for both import and export demand, and, the shara of the valuw of - -
total imports and expurte affecisd by the significance of =xchange
rates, there iz come doubt over the effeetlienezs of deviluatisn,
cetaric paribus. Evon when visusd from the glagticlty approach, the
low and insignificant price elasticitles of impor: and zxport dopand

rendere devalyation, an insffectivs poliey insirumsnt,

puring thie szricd alaw, both forzign sxchengs sn2 lepert
sutylatinne heesme pffastive, Ta snalyas tha dmpuect af thie pollcy
Ue incsludn fprulgn veesrvas &e an indspandent verlatbls rlso in cur
inport demond uguatlion., Ths resulta indicotm thui resaryms Yers
significant in axplain@ng the bshavlour of tmpogtent ciﬁegarias of

importsz, howawer, uvith slusticiiies loss then one.
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